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Why Long-Term Care Insurance Rates Have Increased

Summary

The cost of long-term care insurance has been rising for the market as a whole.  Recently, long-term care insurance rates have increased up to forty percent.  Long-term care insurance premiums and rates are based on different factors than those of health insurance.  Increases are required to assure that claims dollars will be available when needed.  When increases do occur, responsible insurance companies work with participants to explore all their available options.
INTRODUCTION

Many long-term care insurance participants who bought policies in the 1990’s and earlier have recently been notified of long-term care insurance rate increases.  This Financial Awareness Bulletin provides an overview of how long-term care insurance rates are determined and the reasons for recent rate changes.

DIFFERENT INSURANCES – DIFFERENT UNDERWRITING AND FINANCING

Insurance is based on the concept of sharing risk – a large number of people pay into a pool from which claimants use the money.  Different types of insurance use different underwriting criteria to determine whether to issue a policy, and at what price.  Auto and home insurers use age, gender, property type, location, and loss history as the primary rating factors.  Life insurers use factors such as age, medical condition and risky behavior (such as smoking) that may result in premature death.  Health insurance companies usually do not accept individuals with existing medical conditions that would cause the individual to buy insurance to cover known or planned expenses.  An insurance company has to be prudent so that the funds are there to serve the policyholders when they need them the most.

Just as with underwriting, insurance companies use different factors for different types of policies when it comes to considering rate increases.  Health and auto/home insurance policies, which typically have many claims each year, are rated on a pay-as-you-go basis.  They determine what claims experience the policy has had for the group and raise rates to cover the projected claims and increases in health care or repair costs for the coming policy year.  This process frequently takes place every year.

Unlike auto and health insurances, life and long-term care insurance policies are not “experience rated.”  They don’t have regular, annual claims occurrences for most policyholders.  Their insurance rates are based upon projections of cost many years into the future.  Whether it be a one-time expense for life insurance or a continuing payout for long-term care, it is expected to occur many years hence.

FOCUS ON LONG-TERM CARE

Long-Term Care Services

Long-term care (LTC) encompasses the assistance or supervision a person may need when unable to perform some of the basic "activities of daily living" like bathing, dressing or moving from a bed to a chair.  Other people may need LTC services because of mental deterioration, called "cognitive impairment," that can be caused by Alzheimer’s disease, other mental illness or brain disorders.

Long-term care is sometimes called "custodial care" or "personal care."  Formal long-term care (the kind of care you must pay for) is most often provided by professional skilled and unskilled workers.  Unskilled workers are often supervised by skilled medical personnel such as registered nurses.  Informal long-term care is frequently provided by unpaid family members and friends.  LTC services can be provided in your own home or in a community program like an Adult Day Care Center, in an assisted living facility licensed as a Residential Care Facility for the Elderly, or in a nursing home.

Nursing home care is expensive: the national average cost of a semi-private room in a nursing home is $52,000 annually.  Depending upon where you live and the type of facility that you would prefer, costs can be significantly higher.  Home health care is expensive as well: the national average annual cost of home health care is well over $20,000 (expected to climb to $68,000 by 2030).1 
Long-term care is not necessarily "long-term."  For instance, about half of all nursing home stays last six months or less.  Some people only need long-term care for a few months, for example, while recovering at home from a broken hip, while others may need care for the rest of their lives.

Long-Term Care Insurance Rates

The cost of LTC insurance varies widely, depending on the options chosen.  The actual premium depends on many factors, including age (the younger you are when you first buy a policy, the lower your annual premium will be), the level of benefits (daily amount, nursing home, assisted living, or home health care), and the length of time until benefits begin (the longer the elimination or deductible period, the lower the premium).  

In general, premiums will stay the same each year.  If they do increase, it will be for the whole class of policyholders, not because the policyholder has aged or his/her health has deteriorated.

By the end of 2002, 9.16 million LTC insurance policies had been sold in the United States. About 6.4 million of these policies remain in force with a national average premium of $1,500 per year.  Most policies sold today cover services received in nursing homes, in assisted living facilities, and at home (the average long-term care insurance premium for a policy sold today is about $2,000).  Typically, policies reimburse the insured for long-term care expenses up to a fixed amount, such as $200 per day.
Long-Term Care Insurance Rate Increases

The Minnesota Department of Commerce studied LTC rates in Minnesota in 2003.  The department's review concluded that rate increases were a result of two primary factors: 

1.
Reduced policy lapse rates.  The Lapse Rate is the percentage of policyholders that stop paying premiums and let their policies terminate each year.  In the 1990’s, most companies assumed that policy lapse rates would continue at historical levels of 10 to 15 percent of policies each year for the first few years after policy issue, and four to six percent per year in later years.  However, those levels have reduced dramatically in the last five to nine years to an industry-wide average of two percent.  More people are holding on to their policies than expected and the premium rates established in the 1990’s are now much less likely to be sufficient to cover the total anticipated claims. 

2.
Reduced interest rate earnings on investments.  Ten years ago, a typical long-term interest rate assumption might have been around seven percent to nine percent.  It was impossible to foresee that long-term interest rates would drop to about half of that level.  This change had a dramatic impact on the ability of companies to provide the promised benefits at the existing rates.

The Minnesota Study showed that at the end of 2003, half of the 113,000 individuals covered under long-term care insurance in Minnesota received increases in their rates ranging up to 45 percent.

To put this into perspective, auto insurance premiums have risen an average of 6.15 percent annually since 20002 and health insurance premiums have had annual double-digit increases since 2000 (11.2% in 2004)3.  Auto insurers have an additional advantage because they can surcharge policyholders if they have at-fault accidents.

It’s important to emphasize that all insurance rate changes (either an increase or a decrease) must be actuarially justified to each state insurance commission.  Each insurance company must prove that any rate changes are required to conform to state reserve/surplus levels and to continue the operations of the company.
Helping the Participants Understand Their Options When the Rates Go Up

Even though such increases are justifiable, they can be shocking and very difficult for participants on fixed incomes.  Insurance departments and the insurers have worked together in recent years to strengthen regulations having to do with disclosure about LTC rate increases and with requirements about providing options if an increase occurs.  

Responsible insurers will dedicate knowledgeable personnel to handling calls from participants who experience the shock of a rate increase.  These customer service personnel are trained to help participants consider the options they have available.  There are more choices beyond paying the higher premium or dropping the policy, including taking a higher deductible, electing a shorter benefit period, or reducing the inflation protection.  There is sometimes another option called “Contingent Nonforfeiture.”  This provision allows a person to stop paying premiums after a significant rate increase and keep the policy in force with a coverage amount equal to the total premiums paid to-date (minus any benefits paid).  For example, if you paid in a total of $7,000 in premium, then you would have $7,000 of benefit available.  While it is now a requirement for newer policies, the best insurers will allow participants in older policies to utilize Contingent Nonforfeiture as well.  If your policy has a rate increase, be certain to explore all your options. 
Fortunately, any money spent on an LTC policy is a good investment, provided you hold on to the policy until you need it.  Even if a premium increases from $1,100 per year to $1,500 per year, that cost is much less than the $52,000 you may spend for a long-term care facility.  In addition, the $1,500 is less than the average cost of a new policy today.

FUTURE OF LONG-TERM CARE INSURANCE

The number of individuals purchasing LTC insurance has increased since the 1990’s.  Nevertheless, less than 10 percent of the elderly have purchased long-term care insurance.  That number is poised to grow dramatically as policy sales increase and younger purchasers join the ranks of the retired.  

According to the U.S. General Accounting Office, the number of aging baby boomers will swell the number of elderly and the need for services.  In 2000, individuals aged 65 or older numbered 34.8 million people — 12.7 percent of our nation’s total population.  By 2020, that percentage will increase by nearly one-third to 16.5 percent — one in six Americans — and will represent nearly 20 million more elderly than there are today.  By 2040, the number of elderly aged 85 years and older — the age group most likely to need long-term care services — is projected to more than triple, from about 4 million to about 14 million.

1The MetLife Market Survey of Nursing Home & Home Care Costs; September 2004

2Insurance Information Institute, www.iii.org, 2005
3The Henry J. Kaiser Family Foundation. Employee Health Benefits: 2004 Annual Survey
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